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Short History of Excise Taxes 


Present System Seen Result of Emergency Needs for Revenue 


lH earliest excise taxes reflected Alexander Hamilton’s fiscal policies, which included Federal 
assumption and funding of state debts, tariff protection for manufacturers, and an internal 


revenue system to provide a stable source of 
revenue. 


The first excise tax was levied in 1791. It was a tax 
on whiskey designed to provide additional revenue 
required by Federal assumption of state debts. 
Farmers in western Pennsylvania, Maryland, Vir- 
ginia and North Carolina rose in a rebellion which 
Washington put down with militia. The whiskey tax 
and rebellion helped to turn people away from the 
Federalists and toward Jefferson’s “Republican” 
party. 

The whiskey tax produced little revenue, and in 
1794 a new Act was passed taxing carriages, sales of 
certain liquors, manufacture of snuff, the refining of 
sugar, and auction sales. In 1797, to help meet new 
military expenses arising out of troubles with France, 
a Stamp Act was passed imposing duties on legal 
transactions. A year later the first direct tax was 
levied on houses, land and slaves, and apportioned 
among the states. 


In the election of 1800 Jefferson, with the support 
of southern planters, small farmers and tradesmen, 
defeated the Federalists. One result of the change in 
government was that in 1802 all the internal excises 
were abolished (except for a salt tax which was 
repealed in 1807). Over the period 1792-1802 excise 
taxes produced 7.1 percent of total tax collections. 


The War of 1812 curtailed customs receipts and 
forced a return to excise taxes, as well as direct taxes 





on property. Congress imposed taxes on carriages, 
refined sugar, distilled spirits, auction sales, some 
manufactures such as household furniture and 
watches, and certain stamp duties and license taxes. 
All of these were repealed in 1817, although for 
many years delayed collections continued to come in. 
For the period 1814-1817, these excises produced 
14.1 percent of total tax collections. 


From 1817 until the Civil War no excises were 
levied. Customs duties were the chief source of 
revenue. 


Hogs Taxed in 1862 


In 1862 excise taxes were levied on spirits, beer, 
tobacco, manufactured products, auction sales, car- 
riages, yachts, billiard tables, plate, slaughtered 
cattle, hogs and sheep. In addition there were various 
stamp duties, occupational licenses, and taxes on rail- 
roads, steamboats, ferry boats, railroad bonds, banks, 
insurance companies, advertisements, and legacies. 
Rates were increased in 1864 and many additional 


Editor’s Note: the accompanying historical 
notes are excerpted from the Tax Foundation’s 
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items added to the tax base. F. C. Howe remarked, 
“Nothing was omitted, from the raw product to the 
finished commodity. Often an article received a half- 
dozen additions ere it reached the consumer.” These 
excises provided 45.7 percent of total tax collections 
during the years 1863-1867, or more than three times 
the amount of receipts from income taxes in the same 
period. 


During the Civil War the first proposals of a gen- 
eral sales tax appeared. Proposals were made by 
various business organizations and by the Commis- 
sioner of Internal Revenue. In 1864 an amendment 
providing for a sales tax of one-hali of one percent 
was offered to the Revenue itill but it was rejected 


by the House. 
Rates Cut After Civil War 


In 1865 Congress appointed a commission to study 
possible changes in the tax system. Among other 
things, the commission recommended repeal of most 
of the wartime excise taxes. By a series of Acts from 
1866 to 1870, rates were reduced and various com- 
modities were removed from the tax base. In 1883 
and 1890 there were further reductions in rates and 
eliminations from the base. The remaining taxes were 
those on spirits, fermented liquors and tobacco. 
Despite the reductions, excises provided 41 percent of 
total tax collections from the end of the Civil War to 
the outbreak of the Spanish-American war in 1898; 
in 1898 excise tax receipts amounted to $171 million 
as compared with a peak of $236 million during the 
Civil War. 


In 1898 to help meet war needs rates were once 
again increased, various stamp taxes were introduced 
and special taxes were imposed on banks, brokers, 
theatres, bowling alleys, billiard and poolrooms, and 
other amusement places. For the period 1899-1902 
excises provided 55.2 percent of total tax receipts. In 
1901 many stamp taxes were repealed or modified, 
and in 1902 ali the Spanish War taxes were removed. 
Until 1914 the only excises of importance were those 
on liquor, tobacco, oleomargarine, and playing 
cards. Nevertheless, these taxes provided 45.5 percent 
of total tax collections 1903-12, an indication of the 
low level of Federal expenditures. 


A series of Revenue Acts from 1914 to 1918 raised 
excise tax rates and extended the excise tax system. 
Although excise tax collections almost quadrupled 
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from 1914 to 1919, the increasing reliance on the 
income tax contributed to a six-fold increase in total 
tax collections, so that the excise share fell from 46.0 
percent in 1914 to 28.2 percent in 1919. This new 
pattern in wartime tax sources was to be repeated 


during World War II and the Korean War period. 


With the return of peace, rates were again reduced 
and many taxes removed entirely. In the late 1920's 
tobacco taxes accounted for the greater part of excise 
tax collections, and excises accounted for less than a 
fifth of total Federal tax collections. In the early 
1920’s various bills were introduced and there was 
a good deal of campaigning for a general sales tax 
by some business groups. Opposition was strong on 
the part of farmers, labor and certain businessmen. 
In 1921 the Senate Finance Committee held hearings 
at which “more than a score of witnesses testified on 
each side of the issue.” None of the proposals was 
acted on by the House Ways and Means Committee 
or Senate Finance Committee, and the bills intro- 
duced in Congress were defeated. 


Sales Tax Debated 


In 1932 a bill to impose a 2.25 percent manufac- 
turers’ sales tax was reported favorably by the Ways 
and Means Committee but was voted down in the 
House despite support from President Hoover. A 
battle was waged in Congress between advocates of 
a sales tax and advocates of higher income taxes. The 
Revenue Act of 1932 was something of a compromise. 
Although a general sales tax was not adopted, exten- 
sive selective excises were introduced. Most of the 
present manufacturers’ excise taxes, the taxes on com- 
munications, and certain miscellaneous excises date 
from the Revenue Act of 1932. The 1932 tax increase 
was one of the largest peacetime increases in history. 
In the period 1933-1940, excises produced 38 percent 
of Federal tax collections. 


During World War II, excise tax rates were con- 
siderably increased, various new taxes were intro- 
duced and additional items added to the base of 
existing excises. The most important additions were 
the taxes on the transportation of persons and prop- 
erty, the retailers’ excises on jewelry, furs, toilet 
preparations and luggage, and the extension of manu- 
facturers’ excises to electric, gas and oil appliances, 
musical instruments, sporting goods, etc. Large in- 
creases were made in the rates of taxes on liquor, 
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automobiles, radios, communications, amusements, 
while some taxes, chiefly stamp and tobacco taxes, 
were increased relatively little. As in World War I, 
however, the increases in income taxes were more 
significant, with the result that the excise share in 
total tax collections fell to a low of 11 percent in the 
fiscal year 1944, 


After World War II important excise reductions 
were postponed even though substantial income tax 
reductions were passed in 1945 and 1948. In the 
period 1944-1949, excise taxes produced 16 percent 
of total Federal tax collections. A House bill provid- 
ing for large excise tax reductions was passed in the 
spring of 1950, but this bill had to be revised as a 
result of the Korean War. Instead of reductions, the 
Revenue Act of 1950 provided for some increases in 
excise taxes, the most important of which were the 
extension of the tax on radios to television sets and of 
the tax on electric, gas and oil appliances to quick- 
freeze units. 


The Revenue Act of 1951 brought further increases 
in rates and numerous changes in the bases of certain 
excises. The taxes on liquor, tobacco, and highway 
users were raised to an all-time high. Among other 
changes were the following: The tax on household 


appliances was extended to 16 new items, while 19 
items of a type used mainly by children were removed 
from the base of the tax on sporting goods. The tax 
on electrical energy was repealed, while taxes were 
applied to diesel fuel for highway vehicles, fountain 
pens, mechanical pencils, cigar and cigarette lighters. 
Commodities used for business purposes were elimi- 
nated from the base of some of the manufacturers’ 
excise taxes. The tax on admissions was removed in 
cases where all proceeds inure to religious, charitable 
and educational organizations. A tax was imposed on 
wagers and an occupational tax on persons accepting 
wagers, 


Tax Cuts Postponed 


The excise tax increases imposed during the Kor- 
ean War were originally scheduled to expire April 1, 
1954. The Excise Tax Reduction Act of 1954, how- 
ever, postponed for one year the reductions which 
were scheduled in the taxes on liquor, tobacco, and 
highway users, and instead reduced other excise tax 
rates to 10 percent where they previously had 
exceeded that level. These reductions were mainly 
in the retailers’ excises on furs, jewelry, luggage, and 
toilet preparations, in various manufacturers’ excises, 


FEDERAL TAX COLLECTIONS BY SOURCE? 
Selected Periods 1792-1956" 


Amount (Millions) 


Direct, 
Total income & 
Fiscal Profits 


Tax 
Years Collections 


1792-1802 86 

1803-1813 133 

1814-1817 1 

1818-1862 

1863-1867 

1868-1898 

1899-1902 

1903-1918 

1919-1921 

1922-1932 

1933-1940 

1941-1943 ' 
1944-1949 189,145 
1950-1956 439,696 331,174 


a. Detail will not necessarily add to totals because of rounding. 
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b. Periods selected on the basis of important changes in excise taxes levied. See text. 
c. Data for 1792-1862 are on a warrants issued basis; data for 1863-1956 are on a collections basis. 
d. Includes estate and gift, capital stock, employment, and railroad unemployment insurance act taxes. 


e. Less than $500,000. 
f. Less than 0.5 percent. 
Source: Treasury Department. 
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and in the taxes on communications, transportation 
of persons and admissions. 


Chiefly because of the pressure of heavy defense 
spending, the scheduled excise (and corporation 
income) tax reductions were postponed for another 
year by legislative action in 1955 and again in 1956. 
The Korean War rates on liquor and tobacco are 
now scheduled to expire April 1, 1957. The Highway 
Revenue Act of 1956 increased the tax on motor fuels 
from 2 cents (including the 14 cent Korean War 
increase) to 3 cents per gallon, the tax on tires from 
5 cents to 8 cents per pound, the tax on trucks, buses 

‘and trailers from 8 percent to 10 percent, and added 
a new tax of 3 cents a pound on retread rubber and 
a tax of $1.50 per 1000 pounds on large trucks and 
buses. These highway user excises were increased to 
support expanded Federal-aid construction programs 
authorized under the Federal-Aid Highway Act of 
1956. Furthermore, a “Highway Trust Fund” has 
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been created to which will be appropriated amounts 
equivalent to 100 percent of the taxes on motor fuels, 
tires and tubes, retread rubber, and the use of large 
trucks and buses; 50 percent of the tax on trucks, 
buses, etc.; and all of the floor stock tax imposed by 
the Act. 


Emergency Keys Excise System 


In summary, the present excise tax system is essen- 
tially the result of emergency needs for revenue. It 
has been patched up and revised occasionally but 
little has been done to provide a permanent excise 
system since the first excise tax in 1791. 


The present excise tax system reveals discrimi- 
natory rates, rather haphazard selection of taxable 
items, and concentration of the major part of the 
excise tax burden on a relatively few types of goods 
and services. 
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